
SUMMARY A growing share of inward investment into the European Union,
including but not limited to sovereign wealth funds (SWFs), will come from
countries with diverse political regimes with which Europeans may not
always see eye-to-eye. The current crisis may increase both Europe’s need
for such investment and its sensitivity to the non-economic implications.
New investor countries have incentives to refrain from political use of their
assets, as illustrated by the recently published ‘Santiago principles’ for
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SAFE AND SOUND: AN EU APPROACH TO SOVEREIGN INVESTMENT

EUROPE’S OPENNESS TO
INVESTMENT can be maintained
and increased only if its consider-
able economic benefits do not
come at the expense of fundamen-
tal security concerns. The US
responded to this challenge 20
years ago with the Exon-Florio
amendment to the Trade and
Competitiveness Act of 1988,
which gave the Committee on
Foreign Investment in the United
States (CFIUS) an extensive
mandate to review foreign acquisi-
tions1. By contrast, the EU’s
approach to cross-border
investment has been dominated
by the drive to create a single
internal market. But new global
investment patterns and the
current financial and economic
turmoil are combining to increase
both the need for inward
investment and political sensitivi-
ty towards it2. In such a context,
the ECOFIN Council’s call in March
this year for a ‘European approach
to sovereign wealth funds’3 could
be the starting point for a broader
debate on the nexus between
foreign acquisitions and security
concerns, which is the focus of
this policy brief. 

1. A SHIFT IN INVESTMENT
PATTERNS

The global economic imbalances of
the past decade have given rise to
a significant shift in wealth
distribution. The current account
of western economies has
generally deteriorated. Emerging
countries, such as China, the Gulf
states and Russia, which until
recently played no substantial role
as international investors, have
built up large surpluses linked to
fossil-fuel production or high
savings and exports. In these

economies the state is a major
force in both economic activity
and outward investment4. 
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SAFE AND SOUND: AN EU APPROACH TO SOVEREIGN INVESTMENT

BOX 1: A FRAMEWORK FOR ASSESSING RISK FROM FOREIGN ACQUISITIONS

The potential threats that a foreign acquisition of a US company might pose fall into three categories.
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06 Figure 4: Political regimes and transparency of SWFs

Source: Brad Setser and Arpana Pandey. Transparency is measured using the scoreboard developed
by Edwin Truman25; the form of government index is from the Economist Intelligence Unit.
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Figure 5: Gradual asset diversification of long-term investors

Source: Websites of HMC and GPF-G; CalPERS Investments Department.

• Developed economies’ leverage
to impose and enforce desired
standards on sovereign
investors is limited. True, they
represent around four-fifths of
global financial assets23. But
they are unlikely to maintain a
common restrictive front given
that each of them wants to
attract investment; and any
rules imposed unilaterally
would be resented as patronis-
ing by emerging investing
countries, many of which are
former European colonies, and
would ultimately prove counter-
productive. Moreover, even
when common norms are
accepted, as with the Santiago
principles, enforcement will
remain dependent on each
country’s goodwill and is likely
to be imperfect.

Specifically, the idea that sover-
eign investment in the EU should
be subject to a condition of reci-
procity24, while seductive, should
not be pursued. Because many
reforms cannot be forced on
emerging countries whose levels
of economic development remain
diverse and different from those of
recipient countries, the main
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28 Laurent Cohen-Tanugi,
Euroworld 2015: A

European Strategy for
Globalisation, report to

the French Government,
April 2008.

cannot and should not be used to
address security concerns. We
identify three main requirements
for the corresponding policy
framework: 

• It should be open, and ensure
that the EU remains among the
world’s most attractive places
in the global competition for
capital. Any investment review
proceedings must offer legal
predictability (including
through guarantees that the
security objective is not
invoked for non-security
motives), due process, and
empowered jurisdictions.

• It should be comprehensive and
credibly address the whole
gamut of potential security
risks, in the defence and securi-
ty industry but also potentially
in other sectors crucial to the
functioning of the economy,
including some energy facilities
and critical physical and/or
electronic infrastructure.

• It should be sustainable and
provide a stable framework for
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